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September 12, 1973 


The Honorable John A. Love 

Director 

The President Commissioner on 
Imergy Resources 

The White House 

Washington, D. C. 


Dear Governor Love: 


When we met recently concerning the energy crisis, you 
indicated an interest in seeing the draft of the memorandum 
on the oil crisis which we were in the process of preparing. 


The first draft is now completed and I am enclosing a 
copy for you. We would deeply appreciate your reading it and 
giving us your comments. 


Very sincere] “yours, 


yee 
Shafir 
OY ge 


Benjamin RY Epstein 





BRE/ jg 


Enc. 
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THE MYTH OF ISRAEL'S RELEVANCE 


TO THE OIL PROBLEM 


Overview 

Americans are in a time of rapidly growing demand for oil and are 
deluged with talk about an energy crisis and an oil shortage. Cunningly, 
the Arab states have undertaken an effort to force a change in American 
Middle Eastern policy and U.S. support for Israel by threatening to hold 
down crude 011 San unless such a pay reversal is carried out by 
Washington. This Arab effort, sometimes labeled as "oil blackmail," is 
being buttressed by parallel activities of certain international oil 
companies whose economic interests depend on the availability of Arab oil 
and the good will of the Arab countries, particularly the oil-producing 
regimes. 

The pressure comes at a time when the rapidly growing U.S. demand for 
oil is making this country increasingly dependent on imported crude and 
imported petroleum products. This dependence is expected to continue for 
anywhere from seven to ten years, or perhaps 15 or 20 years, depending on 
how rapidly the U.S. moves to develop new and alternative peineka. ce energy 
and to cut down its consumption of oil and ‘oil products. While growing 
dependence on oil imports is expected to continue at least into the early 
1980's, it is generally agreed that the energy squeeze is by no means a 
permanent situation, but rather a temporary problem of the next decade or 
two, that it is completely solvable, and that in the interest of national 


security, the U.S. can and must achieve energy self-sufficiency in that time 


span. 
The Arab states seek to convince the American people that reduction or 


abandonment of U.S. support for Israel and an imposed settlement of the 
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Arab-Israel dispute, on terms ey, favorable to the Arab cause, are 
absolutely essential to keep Arab oil flowing in sufficient quantity to meet 
this country's rapidly growing energy needs. * 

The support efforts of certain leading oil companies reflect the fact 
that more and more the major international firms are becoming mere economic 
agents and hostages of the oil producing Arab states. Whereas the kings and 
sheikhs once welcomed their technical know-how and capital investments via 
favorable concessions in return for "royalties" based on the volume of oil 
extracted from the ground, plus taxes, the major companies today are function- 
ing more and more as tax collectors for the oil regimes and as marketers of 
Arab crude and its by-products. The new relationship, in which the companies 
are increasingly captives of the oil-laden Arab states, has emerged as the 
oil countries have demanded, and won, a growing share of crude oil profits and 
greater control over the oil resources themselves -- sometimes by threatened 
or actual nationalization. Cast in their increasingly captive role, certain 
ofrthe oil companies are now echoing Sabteas the political demands of their 
Arab captors for a reversal of U.S. policy in the Middle East .** 

The Arab campaign, however, is a political smokescreen to mask the purely 
economic effort of the oil states to exploit the changed demand-supply equation 
that has created a sellers’ market in oil and given them a new and favorable 
bargaining position. Certain of the oil regimes, moreover, have found other 
economic reasons for threatening to hold down output now. Their rationale is 
that their vast oil reserves will be worth even more in the future than they 
are now, even in a sellers' market, and that it is likewise prudent for them 


4 


* See Foreign Affairs, April, 1973, James Akins, "This Time the Wolf 
is Here. 


** See Addendum, "Facts and Figures." PRESERVATION (| 





to prolong the life of their finite resources, however vast. The demand for 
a@ change in U.S. policy toward Israel is merely a "cover" -- a political: 
pretext -- designed to camouflage thea economic motivations as well as the 
repidly escalating financial demands being advanced and the economic control 
of crude reserves being won by the oil producing states. 

Extended coverage of the -spauniini’ *Cnerey are the Ooi peenien™ 
in the American mass media during the past year has ‘already fertilized the 
soil of public opinion for the ere demands and propaganda arguments put 
forward in the parallel campaigns of the Arab states and certain of the oil 
companies. Some of this coverage in newspapers and magazines, and on tele- 
vision, reaching millions of Americans, has actually posed the issue in blunt, 
simplistic terms: Oil or Israel. 

It is a phony issue. The basic economic factors that have ma& possible 
the increasingly blunt political demands of the Arabs for a reversal of U.S. 
Middle Eastern policy have nothing whatever to do with Israel. These basic 
economic factors that have given the Arabs new bargaining leverage in the 
market place would exist today if Israel had never been born. The U.S. today 
would be confronting energy problems and an oil supply squeeze even if Israel 
had remained only a dream in the hearts of Jews around the world. The present 
sellers' market of the Arab oil regimes has been predictable for years. Un- 
fortunately, American government and industry alike failed to plan for it with 
the necessary pr¥dence and foresight; in fact, some government policies anc 
industry practices contributed to the emergence of the oil supply squeeze that 
confronts the U.S. now and in the next decade or two. * 

Unless a sound national policy to achieve energy self-sufficiency in ten 
years is promptly adopted and carried out by the United States on a crash 
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* See Foreign Affairs, July, 1973,-Jahangir Amuzegar, "The Oil Story: 
Facts, Fiction and Fair Play.” 





basis, the country faces 4 growing threat to its national security via a 
dangerous over-dependence on imported foreign oil in general and Arab oil 

in particular. Such over-dependence , according to the best authorities, 
poses future dangers for the American domestic economy, its dollar balance 
of payments and the value of the dollar; it poses future threats, as well, 

to American military security and to the freedom and independence of American 
foreign policy. The United States of America must not become the oil prisoner 
of unstable, unpredictable and often unfriendly Arab states, especially when 
alternative sources of energy are possible, awaiting only 4 prompt and con- 
certed national effort to develop energy self-sufficiency eh America's self- 
interest and in behalf of American security. ** 

These are the realities underlying the present oil problem -- realities 
to which the State of Israel is totally irrelevant. Economic considerations 
will continue to determine the amount of oil that flows from wellheads in the 
Arab world, regardless of U.S. policy toward Israel. If it is economically 
profitable to the oil regimes, that oil will flow; if it is economically profit- 
able to keep it in the ground in the hope of better returns later, as the Arabs 
have recently contended, they will try to hold production down. 

In short, it is impossible to assure 4 continued or increased flow of 
Arab oil by selling Israel down the river, even sf this greater American 
dependence on imported Arab oil were in the national interest, which it is 
not. Nor is it in America's national interest to betray its only reliable 
friend and democratic ally in the Middle East ana a major force for stability 


in the area. 


é 





** See Foreign Affairs, July, 1973, Carroll L. Wilson, "A Plan for Energy 
Independence. 
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Experience, moreover, shows that when economic agreement and coopera- 
tion are deemed profitable by Arab states, continuing U.S. support for Israel 
provides no barrier to the closing of such deals. 

. As recently as May, 1973, Egypt signed agreements with two major 
American oil firms who propose to spend $73 million in Mediterranean offshore 
oil exploration north of the Nile Delta. 

. Two months earlier, in March, 1973, 2 eating of major American oil 
companies initialed an accord with Egypt permitting them to use the projected 
Suez-Mediterranean pipeline. 

. Also in March, 2 major American oil company signed an agreement under 
which it became a partner of Algeria's national oil company. 

. A month earlier, the same American oil company headed a consortium 


of Western petroleum firms that signed an agreement granting them rights to 


new oil developments in Oman. 


. 


. Also recently, Algeria, which broke relations with the United States 
after the June, 1967 Arab-Israeli war and which maintains 4 revolutionary 
stance in politics, concluded a deal to sell the U.S. market 2 billion cubic 
feet of natural gas a day for 25 years, starting in 1975. The transactions 
are being financed by loans from Western banks, more than half of the total 
from the U.S. Export-Import Bank. 

Against this background, the current Arab effort to use oil as an 
instrument for diplamatic blackmail against the United States emerges for 
what it really is -- an opportunistic attempt to secure 4 political victory 
against Israel by exploiting the presently favorable economic position the 


Arabs enjoy in the world marketplace of oil. 
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The Arab Thrust 

The current Arad effort to harness oil to the goals of Arab political 
and diplomatic policy in the war against Israel was originated by Libya's 
. fanatical dictator, Khadaffi, but is now peing orchestrated vy Egyptian 
President Anwar Sadat, with the help of King Faisal of Saudi Arabia. 

Clear evidence of the economic basis for the Arab campaign of political 
blackmail was contained in a Cairo dispatch to The New York Times by corres~ 
pondent Henry Tanner that was published on August 31, 1973. The Tanner dis- 
patch is one of many providing such evidence. Tanner wrote: 

"one of Mr. Sadat's greatest assets in seeking to harness 

Arab oil wealth for political purposes, diplomats here say, is 

that for the first time the economic interests of the Arab oil- 

producing countries are in harmony with the political interests 

of Egypt and the other ‘front-line’ states pordering on Israel. 

"Rurthermore, the rulers of the oil countries are, for the 

first time, beginning to perceive their economic interests as 

being in harmoney with ‘the moral obligations of the Arab cause,’ 

Arab diplomats say." 

Tanner wrote that "Egyptian experts working in other Arab countries end 
officials of the Arab League, under Mahmoud Riad, its secretary general and 
a former Egyptien Foreign Minister, have been conducting 4 patient campaign 
of explanation and education to this end.” According to Tanner, their argu- 
ment, in its priefest form, runs as follows: 

"at a time of steep inflation and after successive devalua- 
tions of the doller, the Arab oil countries would be stupid to 


agree to 4 rapid increase in production when by keeping more of 
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their oil in the ground they can expect far higher prices. In 





addition, they can stretch the limited time -- two or three gene- 
rations -- that their oil would last at the current rate of explo- 
ration. 

"the argument continues that at the present rate, oil revenue 
is so great that even with the greatest ingenuity only @ fraction 
of it can be invested for development in the producing countries 
or even the whole Arab world. 

"Therefore, large sums are piling up in Western banks where 
they are vulnerable to devaluation and may soon be subject -- 
along with other capital -- to restrictions on ecient ss 

"when Arab oil and financial experts speak of these issues 
their talk is technical and unemotional. They talk in terms of 
economic self-interest. The Arab countries, 4s much as anyone 
else, are interested in 4 well-functioning international monetary 
system and have no intention of disrupting it, they say. 

"Bat when the political writers get hold of the same issues, 
the terminology is different. Then it is a matter of ‘punishing 
the United States for its total support of Israel.'" 

The official spokesmen of the Arab oil-producing states themselves admit 
their motivation is primarily economic, not political. 

The Christian Science Monitor of July 16, 1973 quoted Hisam Nazir, 
President of Saudi Arabia's Central Planning Organization and a member of 


his country's Supreme Petroleum Council, as follows: 


"Wwe were able to spend only 62 percent of the past year's 


pudget, though 1 think we can improve on thet. Of course, seen 
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from the standpoint of you oil users in the West, a 10 percent 


increase is low. But Saudi Arabia must strike a balance among 





competing factors." 
Listing as the first two factors in importance the requirements of 
Saudi Arabia's own development and the need to diversify, Nazir continued: 

"Everything about oil is vulnerable; the markets, the polit- 
ical angle and the physical installations themselves, Oil is 
precious. It also is undependable. This is why the kingdom now 
wants heavy industries. 

"Third, is the absorptive capacity of the economy. We can 
absorb just so much money and no more. Tied to this is the fourth 
consideration: the accumulation of oil reserves. It is better to 
have reserves in the ground than a lot of depreciating dollars in 
hand." 

A week earlier, a Saudi Arabian cabinet minister declared: 

We have found that the maximum revenue we can usefully absorb 
is brought in by production of seven million barrels a day. Any- 
thing we produce over that harms our own interests by keeping 
prices down and by disturbing our economic balance." 

In a recent interview with CBS news correspondent John Sheahan, Kuwait's 
Minister of Finance and Oil, Abdul Rahman S, Al-Ateeqi, said: 

"Why should I produce more oil and give it for unguaranteed 
paper money? Why should I produce oil, which is my own bread, ny 
livelihood, and give it for a price which next year will be devalued 
for so much percent, That means that I am sacrificing so much per- 


cent for somebody else who is giving me unguaranteed paper money. 
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Let me say something else. As I told you before, it's only 


nearly twenty years since we started getting oil revenues and 


pbuilding ourselves. We need every single penny to build our 


country and help our brothers in the area." 


we 


Obviously, however, were Israel to die tomorrow, the Arab oil regimes 
and their allies would have the same purely economic reasons for restrict- 


ing o11 output in the present period. 

The depfreciated value of the dollar, one of the factors which now 
tempts them to do so, emerged at just about the same time that other purely 
economic developments were taking place -- developments that have driven the 
price of oil sharply upward end that may in coming years send extra billions 
of dollars into Arab coffers, straining the U.S. balance of payments deficit 
and putting further downward pressure on the value of the dollar. 

The price of oil has just about doubled since 1970. The Arabs have 
been able to send the price spiraling upward because they oan been wresting 
control of their own oil reserves from major Western oil companies who prev- 
fously controlled those resources under long-term concessions worked out in 
bygone years, earlier in this century. 

Under the concession system, the Western oil companies, mostly American, 
British and French, decided how much oil to produce, where to sell it, and how 
Sieh to charge. The countries in whose ground the oil lay received 2 fixed 
royalty of about 12.5% of the sale price, plus a tax. The production costs 
to the sausuniss were, nevertheless, so low that their "upstream" operations -- 
at the wellhead -- were highly profitable. "Downstream" operations -- refining 
and marketing -- in fact accounted for only 4 miniscule portion of the profits 
earned by the giant international companies. 

Following a unilateral 1958-1959 cut by the companies in posted prices 
for oil -- the prices on which the tax to host governments were based -- the 
revenues to the oil states were, as 4 result, reduced. In 1960, they formed 


the Organization of Petroleum Exporting Countries (OPEC), originally Saudi Arabia, 
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Iran, Iraq and Kuwait, plus Venezuela, and now including Libya, Algerie, 

Abu Dhabi, and Qatar, plus Indonesia and Nigeria. These 11 OPEC countries 
control half the world's production and 80-90% of the oil that moves in inter- 
national trade.* 

At first seeking only 4 restoration of the 1958-1959 posted prices that 
had been cut by the international oil companies, OPEC was by 1969-1970 warring 
against the concession system itself. In the last two or three years, a rapid 
succession of confrontations has taken place between: the producing countries 
and the international oil companies that has drastically and dramatically 
changed their relationships and that has placed the oil states, rather than 
the companies, in the driver's seat. . 

The oil states have not only won their demands for higher payments but 
have wrested ownership "participation" rights from the companies as well. 

This participation, in the case of the Persian Gulf states, provides for a 
25% interest in existing concessions now, with 51% majority interest scheduled 
by 1983. (Now there are rumblings that these states may press for control 
now -- or at least earlier than 1983. ) In other countries, oil company prop- 
erties have been seized without compensation, or have been nationalized with 
offers of some compensation to the corporations. In yet other cases, nation- 
alization has been threatened. ** 

These actions have been carried out by the producing countries in an 
unusual display of unity and have been met by a noticeable inability on the 
part of the companies and the consuming governments to resist. The companies 


are well down the road to becoming the servants of the exporting countries -- 


ee nee 
¥See Leonard Mosley, Power Play: Oil in the Middle East, Random House, 
New York, 1973. 


**See Addendum, "Facts and Figures." PRESERVATION copy 


more and more mere conduits for the transfer of billions of dollars from 
consumers to the producing states.* 

In none of these purely economic developments of recent years, SO 
radically altering the international oil picture, have the State of Israel, 


or U.S. Middle Eastern policy, been factors of any significance whatsoever. 


en Er Ce 
¥See MA. Adelman, Foreign Policy. 
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ipnerey Crisis’ 
If Israel is totally irrelevant to the purely economic developments of 


recent years that have led to the sellers’ market in ofl and to the threatened 
Arab-instigated oil supply squeeze, the existence of the Jewish State likewise 
has no relationship whatsoever to the ever-increasing demand for energy in the 
United States and the rest of the world that has now come to be called an 
"energy crisis." 

That escalating demand for energy -~ 4 purely economic manifestation -- 
results from the combined and mounting needs of the United States, Western 
Europe, Japan and some of the underdeveloped countries now striving for more 
industrialization. 

This is how recognized authorities on energy see the ee A 

As far as the United States is concerned, the seummitieed “enerey crisis 
4s the result of various factors that have led to shortages of energy in the 
midst of plenty. The United States has no physical shortage of energy sources 
(nor does the world for that matter). Government policies, oil industry practices, 
national wastefulness and failure to conserve, however, have combined to squander 
existing supplies at a far faster rate than necessary. At the same time, the 
development of new domestic sources of energy has lagged -- the result, likewise, 
of government policies and industry practices, along with pressures fin recent 
years from ecologists and environmentalists. 

The human animal has used up more energy in the 30 years since 1940 than he 
consumed in all of recorded history until them. By 1980, world energy consumption 
is expected to be double that of 1970. 

The United States, with 6% of the world's population, consumes one-third 
of the world's energy and grew to its present stature of strength and prosperity 
because of vast domest supplies of cheap energy that enabled it to emerge as an 


industrial giant with the highest standard of Living in the world -- and in the 


world's history. PRESERVATION COPY 


Tremendous amounts of fossil fuels -- coal, oil and natural gas -- made this 
growth possible. Yet it was obvious that some day these finite supplies of fossil 
fuels, however plentiful, would run out. They have not done so yet by any means. 
Experts agree that the United States has enough basic enerey resources to meet its 
needs for hundreds of years at present levels of consumption.* But there are problems 
because for reasons of technology, economics or ecology, many of these potential 
sources of energy are not now readily available. 

Obviously, there is & &ap between reserves and presently available energy. 
Closing the gap will take time, vast outlays of money, technological research and 
a concerted national effort, starting at once. The energy problem is one of the 
most serious facing the country, if not the most serious, and the prospects for 4 
solution are far brighter for the long term -- ten years or more from now -- than 
they are in the short term, especially the comin seven to ten years. sen. Henry M. 
Jackson of Washington, considered by many one of the best informed in Washington on 
energy problems, believes that 4 10-year 20 billion dollar research and development 
program, on the scale and scope of the Space Program, must be undertaken at once, 
with the goal of making the U.S. once again self-sufficient in enerey by 1983. 

Energy consumption in the United States doubled between 1950 and 1970 and 
the consumption levels projected for 1985 or 1990 are likely to be double again 
that of 1970. 

Much of this increased demand for energy will take the form of an increased 
demand for oil, which has already risen markedly in recent years. In 1970 and 
1971, the U.S. was consuming around 15 million barrels of oil a day. Consumption 
rose to about 16.3 million barrels in 1972, and is estimated at the rate of about 


18 million barrels a day jn 1973. 


Estimates of U.S. oil demand for the years ahead generally project a figure 
of about 21 million barrels a day in 1975, about 25 million in 1980, and 26 or 27 


million barrels a day in 1935. 


& SeeVista, August 1973, Thornton F. Bradshaw, "Keeping the Energy Peace." 
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U.S. oil imports, already rising, are expected to increase steadily. 

T pateen 1969 and 1972, they rose by 52%, from about 3 million barrels a day to 
4.6 million barrels a day; the 1972 figure represented 27% of U.S. total oil 
consumption. 

In 1973, imports are running at about 33% of total consumption -- 6 million 
barrels a day. 

Estimates for future years go as high as 50% imports in 1980 -- about 12.5 
million barrels a day -- and as high as 57%, or 14.8 million barrels daily in 1985. 

Until recently, only a very small fraction of U.S. ofl consumetion came from 
the Middle East. Most imported oil came from Venezuela and Canada, and from 
Nigeria. In 1970, for example, the United States obtained less than 3% of its oil 
from the Middle East. By 1972, the figure had risen to about 10%. By 1980, some 
estimates place expected imports of Middle Eastern oil at anywhere from 35% to hom. 

All of these estimates and future projections, it should be noted, rest on & 
series of assumptions that may or may not prove to be sound, It should also be 
noted that most, if not all, of the statistical data on oil come from the petroleum 
industry itself and may be one-sided or self-serving. The United States Government 
has no independent statistical information of its own with respect to proved oil 
reserves, crude oil production and other key indicators. The government, as well as 
the mass media, are heavily, if not totally, dependent on the petroleum industry 
jtself for crucial information, key statistical data, and future estimates and pro- 
jections. 

That the oil industry itself can be wrong in any of its projections was indicated 
by Thornton F. Bradshaw, president of the Atlantic Richfield Company, during an 
_dnterview on the recent three-hour NBC-TV documentary on the "energy crisis." 
Discussing the present oil and gasoline squeeze, Mr. Bradshaw stated that demand for 
petroleum and petroleum products had been greater than the industry had anticipated 
and that at the same time, actual supply had been less than anticipated. 

While the foregoing caveats with respect to oil statistics and projections 


for the future are worth noting, it is nevertheless generally agreed that the 
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gited States is likely to be increasingly dependent on Middle Eastern oil 
imports in the latter years of the 1970s and the early years of the 1980s, and 
that the main available sources of supply for such imports from the area will 
be Saudi Arabia and Iran. 

Yet another factor in the picture is the price of crude oil which, as noted, 
has just about doubled since 1970 and which seems certain to fo up even further 
in the wake of Libya's recent action, setting the price of its crude at $6 a 
barrel. 

The combination of increasing U.S. reliance on {mported oil and the rapidly 
escalating price of crude is expected to have 4 sipnificant impact on the U.S. 
balance of payments. 

In 1972, the U.S. balance of payments deficit was approximately $6.5 billion 
of which about $4 billion resulted from energy imports, mostly oil. In testimony 
before the Senate Foreign Relations Committee on May 31, 1973, Deputy Secretary of 
the Treasury William E. Simon said that the U.S. payments outflow due to oil 
imports might reach about $7 billion for 1973, and that this figure could grow to 
$10 billion in 1975 and might reach $17 billion by 1980. 

Allowing for estimated exports of $8.2 billion that would be generated in 
1980 by this outflow of dollars, plus about $5.9 returning to the United States 
as "repatriated profits," Mr. Simon put the net dollar outflow due to oil imports at about 
$3 billion. This figure, however, would be substantially increased by the projected 
capital and exploration expenditures overseas On the part of American oil companies. 

The Simon analysis made 4t clear that some of the oil producing states on 
the Arabian peninsula -- Saudi Arabia, Kuwait, Abu Dhabi and Qatar -- had small 
populations and that they might not be able to increase imports or dome stic 
investment as fast as their oil revenues accumulate. He said that by 1980, the 


combined dollar holdings of these oil states could be about $60 billion. 
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A Newsweek article in April, 1973 was less restrained. It projected 
accumulated Arab oil earnings of $120 billion by 1985 -- a figure the magazine 
noted was almost as much as the world's combined reserves of gold and foreign exchange 
_ and enough to buy up all the issvha stock of all the petroleum companies in the 
world. The Economist, respected British publication, recently put the projected 
monetary reserves of the four Arab oil states of the peninsula at anywhere from 
$4h billion to $95 billion by 1985. 

These projections of accumulated Arab oil earnings by the end of the next 
ten or twelve years have led to speculation that the oil states could end up 
controlling many major American corporations. Other speculation suggests that 
Arab investments in U.S. industry will increase sharply. Some highly placed 
government officials feel such investments are to be welcomed as a way of 
soaking up accumlated Arab earnings and offsetting the projected U.S. payments 
deficits. 

In any case, the problems implicit in the figures concerning projected U.S. 
trade deficits stemming from energy imports and accumulated monetary holdings 
in Areb treasuries are obvious. First and foremost is the problem of how the 
U.S. is to pay for billions of dollars worth of oil imports and meet its steep 
balance of payments deficits. Another problem is the possibly serious impact 
of these oil imports and trade deficits on the value of the dollar in the years 
ahead. A third is the problem of increasing competition for oil supplies among 
the U.S., Western Europe and Japan, not to mention the underdeveloped countries 
who may be priced out of the market 4s the escalating demand of the major 
industrial nations drives crude oil prices steadily upward. 

Put bluntly, the expected dependence of the United States on oil {mports from 
the Middle East during the next decade poses serious threats to American national 
security, the health of the U.S. economy, the value of the dollar and the freedom 


and independence of American foreign policy. 
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Factors in the Energy Squeeze 


The growing reliance of the United States on 4mported oil, especially 
from the Middle East, has its roots in an array of domestic factors that 
in recent years have tended to restrict exploratory drilling and U.S. production 
of oil and natural gas, expansion of American oil refining capacity, and de- 
velopment by this country of alternate sources of energy. These factors 
include various government policies jin the energy field, certain industry 
practices, and resistance by environmentalists to a variety of energy 
projects. 

Experts who have analyzed the problem cay this; Government import 
quotas on crude oil originally adopted in 1959, were continued for some 
time after they had become self-defeating and were finally abolished by the 
President on May 1, 1973- By restricting supplies of crude oil, these import 
quotas tended to stifle construction of additional refinery capacity, as well 
as competition by j{ndependents in the petroleum {industry. The industry and 
other observers contend, also, that government tax, pricing and leasing 
policies stifled exploratory drilling for new sources of domestic oil, 
including offshore oil along the Gulf Coast and the Atlantic seaboard. At 
the ‘same time, many experts agree government price emmtrols kept natural 
gas so cheap that exploratory drilling likewise lagged, restricting new 
finds of both natural gas and oil, since the two are often found together. 
The cheapness of natural gas led to uneconomic and wasteful use of that fuel; 
this has led to 4 supply squeeze in natural gas that has in turn poosted the 
use of and demand for oil, accentuating the tightness in oil supplies. 

Govermnent incentives have likewise been lacking for the construction 
of oil storage facilities and deepwater ports to make possible economies 
from the use of super-tankers. These factors have in turn dampened efforts . 
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The international oil companies, charg ing. uncertainties as the result 
of all these government policies, have tended to concentrate on huge “up- 
stream" profits in crude oil at the expense of building more adeauate, but 
less profitable, refining facilities. In many cases, Where efforts were made 
by the major companies by independents to build refineries, sincere opposition 
by environmentalists delayed or blocked construction. Environmentalists 
have likewise opposed construction of nuclear energy plants, although 
the U.S. now has 29 such plants in operation, 55 under construction and 
76 on order. Yet nuclear power supplies only 2% of electricity today, which 
is expected to grow to 20% py 1980, and to eT, by 1985. 

The often understandable opposition of environmentalists to the siting 
of oil refineries and nuclear plants has also delayed or blocked other 
steps that might, in recent years, have berun to relieve the enerry supply 
problem. Such opposition has held up offshore oil drilling projects and 
prevented construction of the Alaska pipeline for five years. 

The Federal Govermment, at long jast, has proposed 8 variety of steps 
aimed at speeding the production of new domestic oil supplies and at 
developing alternate sources of enerry. Results, however, will teke time, 
many of the proposals may encounter determined opposition, and technological 
research will have to be speeded on an even more urgent basis. 


In the final analysis, the U.S. goal must be to achieve independence 


from foreign sources o. energy. 
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Echoes of the Arab Thrust J KF 


In the tast year, every aspect of the energy crisis” and the a 
‘problem™ has been covered by the American mass communications media. 
The public has been deluged with articles, in-depth analyses, editorials 
and cartoons in newspapers and magazines, and by extensive coverage on 
yadio and television. 

In the hundreds of thousands of words that have been printed and 
broadcast about the energy crisis and the oil problem, there have been 
references time and time again Linking the nation's fuel difficulties 
to American policy in the iHiddle East. Such coverage has implicitly 
or explicitly given eredence to the propaganda smokescreen the Arabs 
have raised to camouflage the economic self-interest that underlies 
their recent threats to hold down oil production now in the hope of 
greater profit later. 

The false Arab claim, that their threatened oil hold-down results 
from U.S. support for Israel and that Arab oil will flow only if the 
U.S. changes its policy, has been given such heavy exposure and the 
energy crisis has been so extensively covered that it appeares many 
Americans are disturbingly vulnerable to the propaganda campaign of 
the oil regimes and their collaborators here, including some of the 
oil companies. 

A recent Louis Harris Poll showed that 77% of the public already 
view the “energy ees "serious." Whether they are right, or 
merely victims of media “overkill,” the fact is that the energy problem 


and the oil supply squeeze are not the result of U.S. Middle Eastern 
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policy, whatever the Arabs or their collaborators may say. Yet the smoke- 
sereen generated by the Arab propaganda factories has had its echoes in 

the output of certain of the major international oil companies. One such 
manifestation took the form of a June, 1973 advertisement in the New York 


“ 


Times urging that the U.S. join with the Soviet Union in insisting on 4a 
Middle Eastern peace "puaranteed" by the two preat powers -- an imposed 
peace between the Arabs and Israel and a solution opposed not only by 
Israel but by the United States Government itself. 

A month later, the board chairman of duis major international oil 
corporation sent a letter to his company's 262,000 stockholders and 40,000 
employees, urging them to pressure yashington into adoption of a policy - 
favorable to "the aspirations of the Arab people, and more positive support 
of their efforts toward peace in the Middle East." The letter received 
extensive Boverace in the mass media. Filled with obvious anti-Israel 
insinuations, its basic message was identical to that of the Arab oil 
hold-down threats: if the U.S. wants increased supplies of Arab oil for 
its energy needs, it must change its foreign policy with respect to the 
Middle East. 

It was,perhaps, significant that the two companies that made known 
these views -- one via the Times advertisement, the other via the poard 
chairman's letter -- are the two international oil companies most dependent 
on Middle Eastern oil in general and Arab oil in particular for their 
supplies and for their profits. 

Major American oil companies have long maintained a pro-Arab stance 


and their executives have been for many years busy Washington Lobbyists 
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for the Arab cause in the dispute with Israel. Most of their activities, 
however, have” been carried out quietly and discreetly -- behind the scenes 
and far from the spotlight of publicity, in the offices and corridors where 
policy is made, and by support of "educational" activities carried out by 
pro-Arab groups to influence public opinion. : 

Rarely, however, have oil companies openly and unabashedly attempted 
to influence American foreign policy in line with their own corporate 
interests by direct message in the public prints, such as paid adver- 
tisements in a major newspaper, or by trying to mobilize hundreds of 
thousands of stockholders and employees into a pro-Arab Lobby. 

More usual is the tactic whereby oil industry spokesmen have testi- 
fied before Congressional committees considering U.S. foreign policy, or 
have met privately with State Department officials ,or other top leaders 
in the ee branch. 

Thus for example, in June, 1972, the former chairman of a consortium 
of four major American oil companies testifying before a House Foreign 
Affairs Subcommittee on the lfiddle East, urged a change in U.S. Middle 
Eastern policy and the adoption of a more “realistic political stance" 
toward the Arab nations. Two years earlier, in July, 1970, the same 
spokesman told the same House panel that America's pro-Israel policies 
were hurting U.S. business interests. 

In May, 1970, 10 representatives of the same consortium and its four 
owning oil companies met privately with Assistant Secretary of State Joseph 
Sisco and warned him that American military sales to Israel would damage 


relations with the Arab states and jeopardize U.S. oil interests in the 


Middle East. 
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As recently as September 4, 1973, the present board chairman of the 
same consortium, owned by the four major American oil companies (and now 
/. 
in part by the Arab host government as well), told a Los Angeles Times 
reporter in an interview that he was the "middleman" in a "calculated" 
attempt by the consortium "to create a more sympathetic attitude in this 
country toward Arab nations. The board chairman of the consortium con- 
tended that the intent of this effort was not to arouse sentiment against 
Israel but "to promote a climate of public opinion which might move the 
American government to ‘more aggressively’ seek a settlement of the Arab- 
Israeli dispute." 

In the interview, the chairman also disclosed that he had initiated 
the effort because of “pressure” from King Faisal of Saudi Arabia. . The 
views of the monarch, the board chairman told the Los Angeles Times, were 
conveyed to him at a meeting early in May, 1973, at which Faisal said he 
felt the consortium should be doing more in the U.S. to put across the 
Arab viewpoint. 

Following his conversation with the King,the board chairman said, he 
inmmeditely sent a detailed cable to the four American companies summarizing 
his conversation with Faisal. 

Two of them acted -- the company that published the June ad in The New 
York Times and the company whose board chairman sent the letter to his 
stockholders and employees. The chairman of the consortium indicated that 
he considered the content of the letter "ill-advised." But he contended 


that while the business interests of his international oil enterprise in 
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good relations with the Arabs remained a major factor, "Mideast stability" 
had also become an American national interest. 

In any case, the open effort to influence American foreign policy by 
the consortium and two of its owning corporate partners emerged as an Arab- 
instigated propaganda tactic. 

The effort, according to some observers, may well have been a trial 
balloon, designed by companies most dependent on Arab, crude, to test the 
American political weather. 

Whatever the case, it soon became clear that other major oil firms 
were disavowing such tactics. A spokesman for one such firm told Anny, 

a New York advertising weekly, in August, 1973 that his firm would not | 
meddle in American foreign policy. "oil companies," he was quoted Bs 
stating, “have no right to involve themselves in international politics." 
Anny reported that another oil company spokesman had issued a similar 
statement. An official of yet a third major oil firm wrote 2 public 
Letter asserting that his company "has maie no public statement supporting 
either side in the Middle East conflict." He added: "Tt is our position 
that U.S. foreign policy is the responsibility of government , acting on 


pehalf of all citizens who are free to express their individual beliefs." 


we 


PRESERVATION. COPY 





-25- 


oil Industry Problems 

As may already be clear, the major international oil companies are 
in fact eonfronted with some serious problems -~ but none of them pears 
any relation to the existence of Israel as & soverign state in the Middle 
East or to U.S. policy in support of Israel. 

The international oil majors, as noted, are rapidly losing conttol of 
foreign oil sources and reserves. Their previously lucrative "ypostream" profits, 
that have contributed so greatly to their earnings over the years, are now 
declining, squeezed by higher taxes and ownership "participation" recently 
imposed by OPEC countries. On the domestic front, they have been confronted 
with government policies that fix prices on products they sell and that have 
reduced depletion allowance tax incentives; at the same time, the rise of the 
ecology Lobby has confronted them with delays in tapping new Srneue of crude 
(as in Alaska) and in exploratory drilling (as in the offshore waters of the 
Gulf Coast and the Atlantic seaboard) .* 

All of these factors, put especially the dramatically higher taxes im- 
posed by the oil states, resulted in sharply reduced oil company earnings 
during 1971-72. An observer writing in the Oil and Gas Journal of June 12, 
1972 commented: 

"the 1972 payments to Eastern Hemisphere producing governments 
will be $8 billion, eight times the 1962 leveI: Company profits 
meanwhile have gone from $1.6 billion to only $2 billion on much 
larger volume....The producing-country take has risen from 50% 
to 81% of the profits. During the decade companies have paid 


host nations $31 billion and invested $60 billion more in the 


Eastern Hemisphere.” 
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The problems stemming from the decline in the "upstream" earnings of 
the oil internations were further compounded by the devaluation of the 
dollar, ever-increasing tanker rates and, significantly, by the reluctance 
of various oil producing countries to increase output to levels that would 
offset the decline in companies' profits. 

The oil internationals performed poorly in the first quarter of 1972; 
their earnings verformance went from bad to worse in the second quarter. 
The few companies posting earnings gains in the first quarter saw them 
wiped out later in the year. 

The oil internationals then began boosting the price of crude oil and 
kept passing on subsequent increases in taxation and participation costs 
extracted by the producing countries. At the same time, the companies 
adopted a more aggresive marketing policy, stepping up their stipeettion 
with independent gasoline stations. By mid-1973, the internationals 
were able to post startling first-half earnings gains over the same period 
in 1972 -- gains that ranged from 21.% for one major firm, 28.1% for 
another, and 33.1%, 46.3% and 48.4% for still others. 

Some of the methods allegedly used to achieve the dramatic earnings 
performances, however, were subsequently called into question by arms of 
the Federal Government and the States of Florida and Connecticut, amidst 
charges of anti-trust violations and collusion to create«fuel shortages 
and stifle competition. The 15 or 20 companies so charged vigorously denied 
the allegations. 

In all these industry developrents and in the gasoline and fuel oil 
supply squeeze that manifested themselves early in 1973, there was never 
any mention whatsoever of Israel, or of U.S. support for Israel in the Middle 
East dispute with the Arab world. Nor has there been any mentior of Israel 
in warnings of another possible heating oil shortage during the Winter of 
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In short, Israel is irrelevant in every aspect of the oil problem, 
-including the present confrontation between the oil international companies 


- 
and the Arab oil-producing states. 


at 
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Needed: U.S. Self-Sufficiency in Energy 


The United States should not, need not, and must not, submit to Arab 
oil blackmail, aimed at forcing a reversal of U.S. support for Israel. 

This country should not submit because a change of policy will not 
bring about any Arab change of position respecting its crude oil. 

This nation need not submit because it has energy options available. 
It must not submit because American self-interest and the requirements of 
national security dictate a policy that avoids a dangerous over-dependence 
on imported Arab oil. 

The September, 1973, conference of oil ministers from 10 Arab nations, 
held in Kuwait, indicated that the Arab world is not as united on the issue 
of using oil as a political weapon against the U.S. as its propaganda would 
have us believe. The Kuwait conference ended without any agreement ee 
common policy to force a change in U.S. policy by holding down Arab oil pro- 
duction, The-Wall Street Journal of September 5, 1973 quoted "conference 
sources" as stating that "the ministers believed their views were so diverse 
that to attempt a common policy at this time would threaten serious damage 
to the organization." 

In any case, the course to be taken by the United States is clear and 
commands widespread support and broad agreement, That course would set the 
United States on the road to energy self-sufficiency through adoption of a 
concerted and coordinated national program to conserve energy and to develop 
alternative energy sources that would free the country from dependence on 
imported Arab oil and the vagaries of unpredictable Arab regimes. 

While conservation of energy resources through reduced consumption can 
be and must be pursued, according to the best experts, conservation and re- 


duced consumption will not solve the long-term problem. Nevertheless, these 
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experts say, development of mass transit, lower legal speed limits, taxation 
of heavier cars to stimulate production and purchase of smaller ones, and 
other such efforts, can be helpful. So, too, they add can educational 
campaigns and incentives aimed at persuading homeowners to improve the in- 
sulation of their homes and the efficiency of their heating units. 

But all agree, the major U.S, effort must take the form of a major 
national program to develop alternative sources of energy and there is an 
array of options open to the country. Promptly pursued, on the scale sug= 
gested by Sen. Jackson's 10-year, $20 billion development proposal, they offer 
@ permanent solution to the temporary energy problem. 

Here is what foremost experts in government, science and industry say: 

America's energy options include nuclear energy through both fission 
and fusion, as well as the use of breeder-reactors, Fusion, especially 
offers great hope for a lasting solution to the energy requirements of a 
great industrialized nation. 

The nation's vast supplies of coal offer opportunities through the use 
of gassification and liquidation processes, but the greatest hope may lie in 
magneto-hydrodynamic power generation -- MHD -- whereby energy from coal is 
converted directly into electrical energy. MHD is both a clean and efficient 
source of energy from coal and offers a long-range answer, especially if ac- 
companied by the fusion process in the field of nuclear energy. 

Other potential sources of energy include the extraction of oil from 
shale rock, already under way, and from tar sands, plus research into the 
employment of solar power to tap the vast energy of the sun and geo-thermal 


energy to be extracted from the core of the earth. 
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,4 sources developed for our long-term future needs because even if na- 
gional security considerations and the independence of American foreign 
policy were not involved, the plain fact is that even the vast oil resources 
of the Arab world will some day run out, In the shorter term, if the United 
States resolutely develops alternative sources of energy, it will stand a 
far better chance of ending the sellers market in petroleum that has pro- 


duced the current Arab effort at oil blackmail. 


* * ¥* 


The Arabs know all this. They know that they are in an advantageous 
position now, but that some time down the road in the future, their bargain- 
ing position will eventually erode. 

American policy in the Middle East must be determined by thé long-term 
interests of American security, not by worry -- let alone panic -- in the 
face of a temporary oil squeeze and Arab blackmail threats that may turn out 
to be mere bluff. 

To bow to these threats, to sell the existence of Israel as a reliable 
and democratic ally for temporary supplies of Arab oil that would at the 


same time make the U.S. a prisoner of the oil regimes, would be folly. 
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